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by deleting all language after the enacting clause and by substituting instead the following:

SECTION 1. Tennessee Code Annotated, Title 65, Chapter 4, is amended by adding
the following as a new appropriately designated section:

65-4- . Declaration Of Telecommunications Services Policy. The General
Assembly declares that the policy of this state is to foster the development of an efficient,
technologically advanced, statewide system of telecommunications services by permitting
competition in all telecommunications services markets, and by permitting alternative forms of
regulation for telecommunications services and telecommunications services providers. To that
end, the regulation of telecommunications services and telecommunications services providers
shall protect the interests of consumers without unreasonable prejudice or disadvantage to any
telecommunications services provider; universal service shall be maintained; and, rates charged
to residential customers for essential telecommunications services shall remain affordable.

SECTION 2. Tennessee Code Annotated, Section 65-4-101 is amended by adding the
words and punctuation "telecommunications services," between the comma following the word
"telegraph" and the words "or any other like system."

SECTION 3. Tennessee Code Annotated, Section 65-4-101, is amended by adding the
following new language as Subsections (c), (d), (e), (f), (g), and (h):

(c) "Telecommunications Service Provider" means any Incumbent Local Exchange
Telephone Company or certificated individual or entity, or individual or entity operating pursuant

to the approval by the commission of a franchise within Section 6 of this Act, authorized by law
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to provide, and offering or providing for hire, any telecommunications service, telephone service,
telegraph service, paging service, or communications service similar to such services unless
otherwise exempted from this definition by state or federal law.

(d) "Incumbent Local Exchange Telephone Company" means a public utility offering
and providing Basic Local Exchange Telephone Service as defined by Section 65-5-208
pursuant to tariffs approved by the Commission prior to the effective date of this Act.

(e) “Competing Telecommunications Service Provider” means any individual or entity
that offers or provides any two-way communications service, telephone service, telegraph
service, paging service, or communications service similar to such services and is certificated
as a provider of such services after the effective date of this Act unless otherwise exempted
from this definition by state or federal law.

) “Interconnection Services” means telecommunications services, including
intrastate switched access service, that allow a Telecommunications Service Provider to
interconnect with the networks of all other Telecommunications Service Providers.

(g) “Current Authorized Fair Rate of Return” means:

Q) for an Incumbent Local Exchange Telephone Company operating pursuant to a
regulatory reform plan ordered by the Commission under TPSC Rule 1220-4-2-.55, any return
within the range contemplated by Section 1220-4-2-.55 (1)(c)(1) or 1220-4-2-.55 (d);

(2) for any other Incumbent Local Exchange Telephone Company, the rate of return on

rate base most recently used by the Commission in an order evaluating its rates.

-2- 00853821



FILED
Date

AMENDMENT NO. Time
Clerk

Signature of Sponsor

Comm. Amdt. __

AMEND Senate Bill No. 0891 House Bill No. 0695
(h) “Gross Domestic Product-Price Index (GDP-PI)” used to determine limits on rate

changes means the final estimate of the Chain-Weighted Gross Domestic Product-Price Index

as prepared by the U.S. Department of Commerce and published in the Survey of Current
Business, or its successor.

SECTION 4. Tennessee Code Annotated, Title 65, Chapter 5, Part 2, is amended by
adding the following new language:

Section 65-5-207: Universal Service.

(&) Universal service, consisting of residential Basic Local Exchange Telephone
Service at affordable rates and carrier-of-last-resort obligations must be maintained after the
local telecommunications markets are opened to competition. In order to ensure the availability
of affordable residential Basic Local Exchange Telephone Service, the Commission shall
formulate policies, promulgate rules and issue orders which require all Telecommunications
Service Providers to contribute to the support of universal service.

(b) The Commission shall, within thirty (30) days of the effective date of this Act, initiate
a generic contested case proceeding to determine the cost of providing universal service,
determine all current sources of support for universal service and their associated amounts,
identify and assess alternative universal service support mechanisms, and determine the need
and timetable for modifying current universal service support mechanisms and implementing
alternative universal service support mechanisms. The Commission shall issue its decision in

the universal service proceeding prior to January 1, 1996.
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(c) The Commission shall create an alternative universal service support mechanism
that replaces current sources of universal service support only if it determines that the
alternative will preserve universal service, protect consumer welfare, be fair to all
Telecommunications Service Providers, and prevent the unwarranted subsidization of any
Telecommunications Service Provider’s rates by consumers or by another Telecommunications
Service Provider. To accomplish these objectives, the Commission, if it creates or subsequently
modifies an alternative universal service support mechanism, shall:

(1) restrict recovery from the mechanism by any Telecommunications Service Provider
to an amount equal to the support necessary to provide universal service;

(2) consider provision of universal service by Incumbent Local Exchange Telephone
Companies and by other Telecommunications Service Providers;

(3) order only such contributions to the universal service support mechanism as are
necessary to support universal service and fund administration of the mechanism;

(4) administer the universal service support mechanism in a competitively neutral
manner, and in accordance with established Commission rules and federal statutes;

(5) determine the financial effect on each universal service provider caused by the
creation or a modification of the universal service support mechanism, and rebalance the effect
through a one-time adjustment of equal amount to the rates of that provider;

(6) when ordering a modification, include changes in the cost of providing universal

service in the rebalancing required by subsection (5);
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(7) when performing its duties under subsections (5) and (6), order no increase in the
rates for any Interconnection Services; and

(8) consider, at a minimum:

(i) the amount by which the embedded cost of providing residential Basic Local
Exchange Telephone Service exceeds the revenue received from the service, including the cost
of the carrier-of-last-resort obligation, for both high- and low-density service areas;

(i) the extent to which rates for residential Basic Local Exchange Telephone Service
should be required to meet the standards of Section 65-5-208(c);

(i) intrastate access rates and the appropriateness of such rates as a significant source
of universal service support.

(d) The commission shall monitor the continued functioning of universal service
mechanisms and shall conduct investigations, issue show cause orders, entertain petitions or
complaints, or adopt rules in order to assure that the universal service mechanism is modified
and enforced in accordance with the criteria set forth in this section.

(e) Nothing in this section shall be construed to require the commission to raise
residential Basic Local Exchange Telephone Service rates.

SECTION 5. Tennessee Code Annotated, Section 65-4-203, is amended by adding the
following new Subsection (c):

(c) The provisions of this Section shall not apply to Telecommunications Service

Providers.
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SECTION 6. Tennessee Code Annotated, Section 65-4-207, is amended by designating
the existing language as Subsection (a) and by adding the following new Subsection (b):

(b) The provisions of this section shall not apply to Telecommunications Service
Providers; provided, however, this section shall continue to apply with respect to any ordinance
adopted, and any franchise granted pursuant to such an ordinance, prior to the effective date of
this Act.

SECTION 7. Tennessee Code Annotated, Section 65-4-201, is amended by designating
the existing language as subsection (a) and by adding new subsections (b), (c) and (d) as
follows:

(b) Except as exempted by provisions of state or federal law, no individual or entity
shall offer or provide any individual or group of telecommunications services, or extend its
territorial areas of operations without first obtaining from the Commission a certificate of
convenience and necessity for such service or territory; provided, however, that no
Telecommunications Services Provider offering and providing a Telecommunications Service
under the authority of the Commission on the effective date of this Act shall be required to
obtain additional authority in order to continue to offer and provide such Telecommunications
Services as it offers and provides as of such effective date.

(c) After notice to the Incumbent Local Exchange Telephone Company and other

interested parties and following a hearing, the Commission shall grant a certificate of
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convenience and necessity to a Competing Telecommunications Service Provider if after
examining the evidence presented, the Commission finds:
(i) The applicant has demonstrated that it will adhere to all applicable
Commission policies, rules and orders; and
(i) The applicant possesses sufficient managerial, financial and technical abilities
to provide the applied for services.

A Commission order, including appropriate findings of fact and conclusions of law,
denying or approving, with or without modification, an application for certification of a Competing
Telecommunications Service Provider shall be entered no more than sixty (60) days from the
filing of the application.

(d) Subsection (c) shall not be applicable to areas served by an Incumbent Local
Exchange Telephone Company with fewer than 100,000 total access lines in this state unless
such company voluntarily enters into an interconnection agreement with a Competing
Telecommunications Service Provider or unless such Incumbent Local Exchange Telephone
Company applies for a certificate to provide telecommunications services in an area outside its
service area existing on the effective date of this Act.

SECTION 8. Tennessee Code Annotated, Title 65, Chapter 4, is amended by adding
the following as a new appropriately designated section:

65-4- . Administrative Rules.
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(@) All Telecommunications Services Providers shall provide non-discriminatory
interconnection to their public networks under reasonable terms and conditions; and all
Telecommunications Services Providers shall, to the extent that it is technically and financially
feasible, be provided desired features, functions and services promptly, and on an unbundled
and non-discriminatory basis from all other Telecommunications Services Providers.

(b) Prior to January 1, 1996, the Commission shall, at a minimum, promulgate rules and
issue such orders as necessary to implement the requirements of subsection (a) and to provide
for unbundling of service elements and functions, terms for resale, interLATA presubscription,
number portability, and packaging of a Basic Local Exchange Telephone Service or unbundled
features or functions with services of other providers.

These rules shall also ensure that all Telecommunications Services Providers who
provide Basic Local Exchange Telephone Service or its equivalent provide each customer a
basic White Pages directory listing, provide access to 911 Emergency Services, provide free
blocking service for 900/976 type services, provide access to Telecommunications Relay
Services, provide Lifeline and Link-Up Tennessee services to qualifying citizens of the state and
provide educational discounts existing on the effective date of this act.

(c) The granting of applications for certificates of convenience and necessity to
Competing Telecommunications Service Providers or the adoption of a price regulation plan for
Incumbent Local Exchange Telephone Companies shall not be dependent upon the

promulgation of these rules.
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SECTION 9. Tennessee Code Annotated, Title 65, Chapter 5, Part 2, is amended by
adding the following new language as:

Section 65-5-208. Competitive Rules

(@) Services of Incumbent Local Exchange Telephone Companies who apply for
price regulation under Section 65-5-209 shall be classified as follows:

1. "Basic Local Exchange Telephone Services" are telecommunications services
which are comprised of an access line, dial tone, touch-tone and usage provided to the
premises for the provision of two way switched voice or data transmission over voice grade
facilities of residential customers or business customers within a local calling area, Lifeline,
Link-Up Tennessee, 911 Emergency Services and educational discounts existing on the
effective date of this act or other services required by state or federal statute. These services
shall, at a minimum, be provided at the same level of quality as is being provided on the
effective date of this act. Rates for these services shall include both recurring and nonrecurring
charges.

2. "Non-Basic Services" are telecommunications services which are not defined as
Basic Local Exchange Telephone Services and are not exempted under subsection (b). Rates
for these services shall include both recurring and nonrecurring charges.

(b) The Commission, after notice and opportunity for hearing, may find that the public
interest and the policies set forth herein are served by exempting a service or group of services

from all or a portion of the requirements of this part. Upon making such a finding, the
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Commission may exempt Telecommunications Service Providers from such requirements as
appropriate. The Commission shall in any event exempt a telecommunications service for
which existing and potential competition is an effective regulator of the price of those services.

(c) Effective January 1, 1996, an Incumbent Local Exchange Telephone Company shall
adhere to a price floor for its competitive services subject to such determination as the
Commission shall make pursuant to Section 65-5-207. The price floor shall equal the
Incumbent Local Exchange Telephone Company'’s tariffed rates for essential elements utilized
by Competing Telecommunications Service Providers plus the total long-run incremental cost of
the competitive elements of the service. When shown to be in the public interest, the
Commission shall exempt a service or group of services provided by an Incumbent Local
Exchange Telephone Company from the requirement of the price floor. The Commission shall,
as appropriate, also adopt other rules or issue orders to prohibit cross-subsidization,
preferences to competitive services or affiliated entities, predatory pricing, price squeezing,
price discrimination, tying arrangements or other anti-competitive practices.

(d) The maximum rate for any new Non-Basic Service first offered after the effective
date of this Act shall not exceed the stand alone cost of the service.

SECTION 10. Tennessee Code Annotated, Title 65, Chapter 5, Part 2, is amended by
adding the following new language as:

Section 65-5-209. Price Regulation Plan
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(a) Rates for telecommunications services are just and reasonable when they are
determined to be affordable as set forth in this Section. Using the procedures established in
this Section, the Commission shall ensure that rates for all Basic Local Exchange Telephone
Services and Non-Basic Services are affordable on the effective date of price regulation for
each Incumbent Local Exchange Telephone Company.

(b) An Incumbent Local Exchange Telephone Company shall, upon approval of its
application under Subsection (c), be empowered to, and shall charge and collect only such
rates that are less than or equal to the maximum permitted by this Section and subject to the
safeguards in Section 65-5-208 (c) and (d) and the non-discrimination provisions of this Title.

(c) The Commission shall enter an order within ninety (90) days of the application of an
Incumbent Local Exchange Telephone Company implementing a price regulation plan for such
company. With the implementation of a price regulation plan, the rates existing on the effective
date of this Act for all Basic Local Exchange Telephone Services and Non-Basic Services as
defined in Section 65-5-208 are deemed affordable if the Incumbent Local Exchange
Telephone Company’s earned rate of return on its most recent TPSC 3.01 report as audited by
the Commission staff pursuant to subsection (j) is equal to or less than the Company’s Current
Authorized Fair Rate of Return existing at the time of the Company’s application. If the
Incumbent Local Exchange Telephone Company’s earned rate of return on its most recent
TPSC 3.01 report as audited by the Commission staff pursuant to subsection (j) is greater than

the Company’s Current Authorized Fair Rate of Return, the Commission shall initiate a
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contested, evidentiary proceeding to establish the initial rates on which the price regulation plan
is based. The Commission shall initiate such a rate-setting proceeding to determine a fair rate
of return on the Company’s rate base using the actual intrastate operating revenues, expenses,
rate base and capital structure from the Company’s most recent TPSC 3.01 report as audited by
the Commission staff pursuant to subsection (j). If the Incumbent Local Exchange Telephone
Company’s earned rate of return is less than its Current Authorized Fair Rate of Return, the
Company may request the Commission to initiate a contested, evidentiary proceeding to
establish the initial rates upon which the price regulation plan is based. Upon request by the
Incumbent Local Exchange Telephone Company, the Commission shall initiate such a
contested, evidentiary proceeding using the same rate-setting procedures described above.
Rates established pursuant to the above process shall be the initial rates on which a price
regulation plan is based, subject to such further adjustment as may be made by the
Commission pursuant to Section 65-5-207.

(d) If not resolved by agreement, the Commission shall, on petition of the Competing
Telecommunications Services Provider, hold a contested case proceeding within thirty (30) days
to establish initial rates for new interconnection services provided by an Incumbent Local
Exchange Telephone Company subsequent to the effective date of this Act, which rates shall be
set in accordance with the provisions set forth in this Act. The Commission shall issue a final

order within twenty (20) days of the proceeding.
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(e) A price regulation plan shall maintain affordable Basic and Non-Basic rates by
permitting a maximum annual adjustment that is capped at the lesser of one-half (1/2) the
percentage change in inflation for the United States using the Gross Domestic Product-Price
Index (GDP-PI) from the preceding year as the measure of inflation, or the GDP-PI from the
preceding year minus two (2) percentage points. An Incumbent Local Exchange Telephone
Company may adjust its rates for Basic Local Exchange Telephone Services or Non-Basic
Services only so long as its aggregate revenues for Basic Local Exchange Telephone Services
or Non-Basic Services generated by such changes do not exceed the aggregate revenues
generated by the maximum rates permitted by the price regulation plan.

() Notwithstanding the annual adjustments permitted in subsection (e), the initial Basic
Local Exchange Telephone Service rates of an Incumbent Local Exchange Telephone
Company subject to price regulation shall not increase for a period of four (4) years from the
date the Incumbent Local Exchange Telephone Company becomes subject to such regulation.
At the expiration of the four (4) year period, an Incumbent Local Exchange Telephone Company
shall be permitted to adjust annually its rates for Basic Local Exchange Telephone Services in
accordance with the method set forth in subsection (e) provided that in no event shall the rate
for residential Basic Local Exchange Telephone Service be increased in any one (1) year by
more than the percentage change in inflation for the United States using the Gross Domestic

Product-Price Index (GDP-PI) from the preceding year as the measure of inflation.
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(g) Notwithstanding any other provision of this Act, a price regulation plan shall permit a
maximum annual adjustment in the rates for Interconnection Services that is capped at the
lesser of one-half (1/2) the percentage change in inflation for the United States using the Gross
Domestic Product-Price Index (GDP-PI) from the preceding year as the measure of inflation, or
the GDP-PI from the preceding year minus two (2) percentage points. An Incumbent Local
Exchange Telephone Company may adjust its rates for Interconnection Services only so long as
its aggregate revenues generated by such changes do not exceed the aggregate revenues
generated by the maximum rates permitted by this subsection, provided that each new rate
must comply with the requirements of Section 65-5-208 and the non-discrimination provisions of
this Title. Upon filing by a Competing Telecommunications Service Provider of a complaint,
such rate adjustment shall become subject to Commission review of the adjustment’s
compliance with the provisions of this Act and rules promulgated under this Act. The
Commission shall stay the adjustment of rates and enter a final order approving, modifying or
rejecting such adjustment within thirty (30) days of the complaint.

(h) Incumbent Local Exchange Telephone Companies subject to price regulation may
set rates for Non-Basic Services as the company deems appropriate, subject to the limitations
set forth in subsections (e) and (g), the non-discrimination provisions of this Title, any rules or
orders issued by the Commission pursuant to Section 65-5-208(c) and upon prior notice to
affected customers. Rates for call waiting service provided by an Incumbent Local Exchange

Telephone Company subject to price regulation shall not exceed, for a period of four (4) years
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from the date the company becomes subject to such regulation, the maximum rate in effect in
the state for such service on the effective date of this act.

() Incumbent Local Exchange Telephone Companies subject to price regulation shall
not be required to seek regulatory approval of their depreciation rates or schedules.

(i) For any Incumbent Local Exchange Telephone Company electing price regulation
under Section 65-5-209(c), the Commission shall conduct an audit to assure that the TPSC 3.01
Report accurately reflects, in all material respects, the Incumbent Local Exchange Telephone
Company’s achieved results in accordance with Generally Accepted Accounting Principles as
adopted in Part 32 of the Uniform System of Accounts, and the ratemaking adjustments to
operating revenues, expenses and rate base used in the Commission’s most recent order
applicable to the Incumbent Local Exchange Telephone Company. Nothing herein is to be
construed to diminish the audit powers of the Commission.

(k) Incumbent Local Exchange Telephone Companies subject to price regulation shall
maintain their commitment to the FY| Tennessee Master Plan to the completion of the funded
requirements with any alterations to the plan to be approved by the Commission.

SECTION 11. Tennessee Code Annotated, Title 65, Chapter 5, Part 2, is amended by
adding the following new language as:

Section 65-5-210. Commission Jurisdiction
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() In addition to any other jurisdiction conferred, the Commission shall have the
original jurisdiction to investigate, hear and enter appropriate orders to resolve all contested
issues of fact or law arising as a result of the application of this Act.

(b) The Consumer Advocate shall retain all powers with respect to this Act as is
provided in Tennessee Code Annotated, Section 65-4-118, or any future legislation.

SECTION 12. Nothing in this Act shall be construed as removing the powers of the
Commission pursuant to Tennessee Code Annotated, Section 65-5-202.

SECTION 13. Nothing in this Act shall affect the authority and duty of the Commission
to complete any investigation pending at the time this Act becomes effective.

SECTION 14. Nothing in this act shall be construed to affect the assessment for ad
valorem taxation of property used to provide telecommunications services, and to that end it is
declared that the fifty-five percent (55%) level of assessments shall remain applicable to
property used in whole or in part to provide telecommunications services other than cellular
telephone services, radio common carrier services, or long distance telephone services.

SECTION 15. The General Assembly shall evaluate the implementation of the
provisions of this Act every two (2) years for not less than the next six (6) years by requiring the
submission of a report prepared by the Commission consisting of the following information:

(&) The compliance of market participants with the provisions of this Act;

(b) The status of universal service in Tennessee;
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(c) The availability of service capabilities and service offerings subdivided by facilities-
based and non-facilities-based, for each Telecommunications Services Provider;

(d) The number of customers, access lines served, and revenues, subdivided by
residential and business, for each Telecommunications Services Provider;

(e) The impact of federal telecommunications initiatives;

() The degree of technological change in the marketplace;

(g) The technical compatibility between providers;

(h) The service performance of providers; and,

(i) Any other information the Commission considers necessary to proper oversight and
evaluation.

SECTION 16. Each Telecommunications Service Provider shall file with the commission
a small and minority owned telecommunications business participation plan within sixty (60)
days of the effective date of this act. Competing Telecommunications Service Providers shall file
such plan with the commission with their application for a certificate. Such plan shall contain
such entity’s plan for purchasing goods and services from small and minority
telecommunications businesses and information on programs, if any, to provide technical
assistance to such businesses. All providers shall update plans filed with the commission
annually. For purposes of this act, the term “minority business” means a business which is
solely owned, or at least fifty-one percent (51%) of the assets or outstanding stock of which is

owned, by an individual who personally manages and controls the daily operations of such
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business, and who is impeded from normal entry into the economic mainstream because of
race, religion, sex or national origin and such business has annual gross receipts of less than
four million dollars ($4,000,000). For purposes of this act, the term “small business” means a
business with annual gross receipts of less than four million dollars ($4,000,000).

SECTION 17. (a) The Department of Economic and Community Development, with
assistance from the Comptroller of the Treasury relative to loan guarantees, shall develop by
rule an assistance program for small and minority telecommunications businesses no later than
January 1, 1996. Such plan shall require Telecommunications Service Providers and
Competing Telecommunications Service Providers to contribute a total of two million dollars
($2,000,000) each year for five (5) years for a total amount of ten million dollars ($10,000,000)
to fund the small and minority telecommunications business assistance program. The
Commission shall by rule determine the contribution to be made each year by each
Telecommunications Service Provider and each Competing Telecommunications Service
Provider to such program. The contribution of each such entity shall be determined in
accordance with the process used to determine universal service support contributions in
accordance with the provisions of Section 4(a). The small and minority telecommunications
business assistance program shall provide for loan guarantees, technical assistance and
services, and consulting and education services. The Department of Economic and Community
Development shall administer the small and minority telecommunications business assistance

program except that the Comptroller of the Treasury shall administer any loan guarantees
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provided pursuant to such program. It is the legislative intent that such program be designed
with consideration of fair distribution of program assistance among the geographic areas of the
state with no more than forty percent (40%) of program assistance to be awarded in any grand
division and fair distribution of program assistance among small and minority
telecommunications businesses.

(b) The Department of Economic and Community Development shall give an interim
report on the development of the small and minority telecommunications business assistance
program to the House and Senate State and Local Government Committees and to the House
Commerce and Senate Commerce, Labor and Agriculture Committee no later than September
1, 1995. Such committees shall report its comments and recommendations on such report to
the department within thirty (30) days of receiving such report.

(c) The small and minority telecommunications business assistance program developed
by the Department of Economic and Community Development shall take effect on March 1,
1996, unless modified or repealed by legislation enacted prior to such date.

(d) There is established a general fund reserve to be allocated in accordance with the
small and minority telecommunications business assistance program created by this Act which
shall be known as the small and minority telecommunications business assistance program
fund. Moneys from the fund may be expended in accordance with such program. Any moneys
deposited in the fund shall remain in the reserve until expended for purposes consistent with

such program and shall not revert to the general fund on any June 30. Any interest earned by
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deposits in the reserve shall not revert to the general fund on any June 30 but shall remain
available for expenditure in subsequent fiscal years.

SECTION 18. If any provision of this act or the application thereof to any person or
circumstance is held invalid, such invalidity shall not affect other provisions or applications of
the act which can be given effect without the invalid provision or application, and to that end the
provisions of this act are declared to be severable.

SECTION 19. This Act shall take effect upon becoming a law, the public welfare

requiring it.
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